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SUBJECT: Sustainable Building Costs Credit

DEPARTMENT AMENDMENTS ACCEPTED. Amendments reflect suggestions of previous analysis of bill as
introduced/amended

AMENDMENTSIMPACT REVENUE. A new revenue estimateis provided.

AMENDMENTSDID NOT RESOLVE THE DEPARTMENT’S CONCERNS stated in the previous analysis of bill as
introduced/amended

FURTHER AMENDMENTS NECESSARY.

DEPARTMENT POSITION CHANGED TO

REMAINDER OF PREVIOUSANALYSISOFBILL ASINTRODUCED/AMENDED STILL APPLIES.
X OTHER - See comments below.

SUWVARY OF BI LL

Under the Personal Income Tax Law (PITL) and the Bank and Corporation Tax Law
(B&CTL), this bill would allow a credit equal to 5% not to exceed $1 mllion per
proj ect, of the sustainable building costs paid or incurred to construct, repair,
mai ntain, rehabilitate or inprove a commercial or multifam|ly residentia
structure or any conbination of retail stores. The aggregate amount of credits
al l oned coul d not exceed $20 million in any one cal endar year. |If credit clains
exceed $20 mllion in a year, the credit would then be allocated by the Tax
Credit Allocation Commttee (TCAC).

SUWVARY OF AMENDMENTS

The June 6, 2000, anendnents renoved the term “environnental building costs” and
definitions thereof, and replaced it with “sustainable building costs.” The
Envi ronnmental Protection Agency was renoved as the primary agency responsible for
determining if building costs were energy efficient or environnentally sound.
The California Integrated Waste Managenent Board (CIWVB), in consultation with
ot her state agencies, was naned to devel op the environnmental perfornmance
standards that would be used to determine if costs incurred were sustainable
bui | di ng costs.

The anendnents al so i ncreased the annual limtation from%$15 mllion to $20
mllion and del ayed the operative date of the credit to January 1, 2002.

The background information of the prior analysis, dated April 4, 2000, stil
applies. The remainder of the April 4, 2000, analysis is being replaced with
this anal ysis.
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EFFECTI VE DATE

As a tax levy, this bill would becone effective i medi ately upon enactnent and
woul d apply to taxable and incone years beginning on or after January 1, 2002,
and before January 1, 2007.

SPECI FI C FI NDI NGS5

This bill would allow a credit equal to 5% not to exceed $1 nmillion per project,
of the cost of sustainable building costs paid or incurred to construct, repair
mai ntain, rehabilitate or inprove a conmercial or multifam|ly residentia
structure or structures that are at | east 20,000 square feet in size.
Additionally, any conbination of retail stores constructed by one conpany in
California within one cal endar year totaling at |east 20,000 square feet could
qualify for the credit. A “project” would be defined as a single structure or a
group of essentially identical structures totaling 20,000 square feet or nore.

A sustainable building is defined as a building that neets “environnent al
performance standards” in all of the follow ng areas:

?? Energy efficiency and air em ssions.

?? I ndoor air and environnmental quality.

?? Materials efficiency and natural resource nanagenent.
?? Water efficiency.

?? Siting and | andscapi ng.

The “environmental performance standards” woul d be devel oped by July 1, 2001, by
the CIWVB, in consultation with the State Air Resources Board, Departnent of

Fi nance, State Departnment of Health Services, Departnent of Housing and Comunity
Devel opment, Departnent of Water Resources, and the California Energy Resources
Conservation and Devel opnent Commi ssion. |In devel oping the performance
standards, the CIWWB and the other state agencies would be required to conduct
wor kshops to solicit input fromvarious groups for devel opi ng the sustainable
bui | di ng performance standards. The bill would allow CIWWB to adopt energency
regul ations to define these standards.

This bill would allow up to $20 million in credits for sustainable building costs
in any one cal endar year. In the event that nore than $20 mllion of valid
credits are clainmed in any one year, TCAC would be allowed to allocate up to the
$20 million limt. The allocation would be based on TCAC s determ nation of

whi ch clai mants’ environnmental building costs incurred would result in the
greatest proportionate increases in environmental soundness and energy
efficiency. TCAC would be required to pronul gate regul ati ons governing the

i mpl ementation of TCAC s duties regarding the allocation of this credit.

This bill would allow any unused credit in excess of the taxpayer’s tax liability
to be carried over to future years until exhausted.
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Pol i cy Consi derations

This bill would allow taxpayers in certain circunstances to claimmultiple
special tax credits for the sanme item of expense (e.g., Manufacturers’
I nvestnent, Enterprise Zone and Targeted Tax Area Credits).

In the case of buildings being used in a trade or business, this bill would
not require the basis of the building or the anpbunt of the current expense
(if currently deductible) to be reduced by the anmount of the credit.

Conflicting tax policies come into play whenever a credit is provided for an
itemfor which preferential treatnment is already allowed in the formof an
expense deduction or future depreciation deduction. This new credit would
provi de a doubl e benefit for these itens. On the other hand, making an
adjustnent to reduce the basis or expense in order to elimnate the double
benefit creates a state and federal difference, which is contrary to the
state's general conformty policy. 1In the case of a one-tinme expense
deduction, the reduction of that expense would not create an ongoing

di fference. However, if the expenditure nust be capitalized, then an
ongoi ng di fference woul d be created.

The bill does not require the building to neet the environmental performance
standards for any m ni mum anmount of time to qualify for the credit. Wthout
this requirenment, a taxpayer could sell the building conponent to anot her

t axpayer, who could also qualify for the credit.

| npl enent ati on Consi derati ons

This bill would only require TCAC to allocate the credit after taxpayers
file returns claimng the credit and only if the aggregate anount of credits
clained for a cal endar year exceeds $20 nmillion. To determ ne whether TCAC
al l ocati on woul d be required, the departnment would have to hold all returns
claimng the sustainable building costs credit. The departnent would be
required to pay interest on any refund not nmailed to a taxpayer within 45
days of the return’s filing date. Additionally, under present |law, a
taxpayer could file an anmended return, up to four years after the origina
due date of the return, claimng the credit.

In addition, the $20 mllion annual limtation is expressed in terns of a
cal endar year, which makes it unclear how it would be applied in the context
of fiscal year filers.

Generally, allocation or pre-certification of credits is done prior to the
filing of tax returns claimng that credit. It would be easier for the
department to administer this credit if TCAC were required to pre-certify or
allocate this credit prior to any taxpayer being entitled to claimthe
credit.

This bill would allow an unlimted carryover for the sustainable building
cost credit. Recently enacted credits have contained a |limted carryover
since credits typically are exhausted within eight years.
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The term “project” is inconpletely defined and the term “one conpany” is not
defined. |In order to avoid confusion conplete definitions are needed.

Departnent staff is available to assist in resolving the above or any other
concern.

FI SCAL | MPACT

Depart nental Costs

Once the I nplenentation Consideration is resolved, this bill would not
significantly increase the departnment's costs.

Tax Revenue Estinmte

The revenue | osses under the B&CT and PIT aws are estinmated to be as
fol |l ows:

Revenue Impact of SB 2037
For Taxable Year Beginning After 1/1/2002
Assumed Enactment After 6/30/2000

Fiscal Years
(In Millions)
2000-1 2001-2 2002-3 2003-4
$0 $0 $20 $20

Thi s anal ysis does not consider the possible changes in enpl oynent, personal
i ncome, or gross state product that could result fromthis proposal.

Tax Revenue Di scussi on

Revi sed revenue | osses above reflect a reduction of $1 million for fisca
year 2000-1, $15 million for 2001-2 and an increase of $5 mllion for 2002-3
and thereafter fromthe previous version of this bill as anmended April 4,
2000. The revised revenue | osses are attributable to increasing the
aggregate credit anount that can be allocated from$15 mllion to $20
mllion for any cal endar year and changing the effective date of the credit
(fromtaxabl e and i ncone years beginning on or after January 1, 2001 to
taxabl e and i ncone years beginning on or after January 1, 2002).

BOARD PGSI TI ON

Pendi ng.



